120
Figure 6 shows the allocation process.     Indirect costs are identified from the institution's accounting records and apportioned among  its functions   (research,   instruction,  and service).     The amount of  indirect costs allocated to research  is then divided by the base chosen to reflect relative project size  (usually modified total direct research costs)   to yield an indirect cost rate given as a percentage.    This rate is used to calculate each research project's share of the indirect costs allocable to research.
Direct vs.  Indirect Costs
The distinction between direct and indirect costs is not based on standard definitions or solely on the goods or services involved.     Universities differ  in their ability to assign costs directly to projects because they differ in organization,   research environment,  and financial systems.    One  institution may treat machine shop services, for example,   as a direct cost,  while another may treat it as an indirect cost.     This  is one of several reasons why comparison of the indirect cost rates of universities is very misleading.3' **    Exhibit 1 lists the major reasons why indirect cost rates vary.
Each university  is reimbursed for the federal share of indirect costs at a rate calculated for that institution by federally prescribed or approved methods using federally audited costs.     Because the apportionment methods by nature are imprecise and because universities usually do not budget or accumulate costs in their accounting systems in exactly the form required,   approximations must be used and judgments made at numerous points.    Federal review of the university's rate proposal identifies differences of opinion about such decisions.    They are resolved either by negotiation between the university and the federal audit agency or by formal dispute resolution.
Direct and  indirect costs differ  in their visibility and the assignment of responsibility for their management (see Table 3) .    Direct costs usually are managed by the investigator or department.     Indirect costs,  by contrast, are the responsibility of  intermediate and higher levels of administration,   although they may reflect upward or downward pressure from investigators.    Existing controls on indirect costs can be obscured in the  institutional budgeting process and in the use of indirect cost rates based on campuswide average costs.